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SUMMARY 


The present Tenth Five-Year Plan (1976-80) marks a further stage in 
Soviet economic development strategy. While still placing great 
importance on quantitative growth, there will now be significantly 
more emphasis on improved quality and efficiency in production. 

For this reason, and also due to the continuing effects of two very 
poor harvests during the Ninth Five-Year Plan (1971-75), the current 
Plan targets have been set at more modest and realistic levels than 
previously. The priority of heavy industry has been reconfirmed, 

but agriculture and the consumer sector will retain a prominent 
place. Soviet planners are looking to increased factor productivity, 
automation, and imported Western equipment and technology to spur 
more rapid growth. Also the rate of new investment will fall with 
emphasis on completion of projects and reconstruction and re-equipping 
of existing plants rather than new starts. The Plan, nonetheless, 

is taut and will depend heavily for successful completion on in- 
creased economic efficiency, better management techniques, and more 
economic use of material resources. 


Opportunities for US-USSR trade, while limited by chronic USSR hard 
currency shortages and US credit and tariff restrictions in effect 

for the USSR, remain good, particularly in priority areas such as high 
quality equipment and technology and required agricultural commodities. 
In order to consummate large scale sales or projects, firms may need 
to develop innovative approaches to reduce the burden of foreign ex- 
change costs to the USSR. 





USSR KEY ECONOMIC INDICATORS 


os 1975 Actual 1976 76/75 77 Plan 
Item? or % change Actual % Change % Change 
from 1974 


tsetse 


INCOME, PRODUCTION, EMPLOYMENT 
National Income, utilizedd/ 


Current Price, bil rubles¢/ 362 380 
Capital Investment, bil. rubles 114 117 

In Agriculture 31 32.1 
Fixed Capital Assets Introduced, bil. rubles 106 108 
Gross Industrial Production, bil. rubles 520 533 

Group "A" (producer goods) 7.9% - 

Group "B" (consumer goods) 6.5% - 
Real Per Capita Income 4.2% - 
Labor Force, mil. 

Factory and Office Workers 102.2 104.3 2.1 

Collective Farmers 15.7 15 -4.5 
Labor Productivity 

In Industry 5.9% - 4 4.8 

In Agriculture - - 9.0 
Population,&/ mil. 255.5 257.9 0.9 - 
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~ ur ~™ 
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a/Based on official production and productivity statistics which may include 

~ significant overstatements but which are of some utility for trends over 
time. 

b/Soviet concept. 

C/l ruble=$1.35(1976 average), but domestic purchasing power varies widely 

~ with the item in question. 

d/Unexplained discrepancies may stem from shift to new price base for 
industrial goods. 

e/As of January 1 of the following year. 


Soviet Foreign Trade 


4975 1976 


EXPORTS (Millions of dollars2/) 


Total 33,407 37,830 
U.S.A. 191 268 
France 689 1,045 
Italy 887 1,444 
Japan 930 1,010 
UK 822 1,114 
West Germany L;287 1,576 


IMPORTS 


Total 37,072 38,829 
U.S.A. 2,032 2,705 
France Lja23 1,246 
Italy 1,096 950 
Japan 1,742 1,853 
UK 512 549 
West Germany 2,708 2,674 


a/official Soviet trade statistics 
1975: 1 ruble = $1.39; 1976: 1 ruble = $1.35 





PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


The USSR continues to recover from two very poor harvests during 

the Ninth Five-Year Plan (1971-75). Furthermore, Soviet planners 

have now targeted higher product quality and production efficiency 

as primary goals rather than simply quantitative output. As a result, 
the principal objectives for the Tenth Five-Year Plan (1976-80), 
formally ratified in October 1976 are among the lowest in the post- 
war era. GNP is targeted to increase by an annual average of 5 percent 
(compared with 5.8 percent planned and 3.8 percent achieved during 
1971-75); overall industrial output is to increase by 36 percent, 
heavy industry by 38 percent and light industry by 32 percent, but 
capital investment by only 14.6 percent. Despite considerable verbal 
emphasis on consumer needs, the traditional priority of heavy industry 
in growth targets has been reconfirmed. 


The fast-growing chemicals sector has a planned average annual growth 
of 10.2 percent in 1976-80 with.major attention continuing on 
fertilizers and synthetic materials. Reflecting the emphasis on new 
technology and on raising the share of investment going into equipment 
instead of construction, machinery output is planned to increase 9 
percent annually. Within the category, rapidly growing product groups 
include computer hardware, instruments and automotive equipment, 
numerically-controlled machine tools, metalforming machine tools, and 
chemical and petroleum machinery. Other key growth areas include fuels 
and energy, electronics, and metallurgy. On the other hand, some of 
the 1971-75 growth leaders will grow at notably slower rates, including 
motor vehicles, tractors and agricultural machinery. Investment will 
be concentrated in heavy industry, transport, and development of fuels, 
minerals, and manufacturing in Siberia-and the Far East. Most new 

fuel and mineral development is expected to be in these non-European 
regions of the USSR where the difficult climate and transport problems 
will make development very expensive. 


The agriculture sector also retains its prominence. It is to receive 
approximately 27 percent of total new investment resources (621 billion 
rubles) in 1976-80. The average grain yield is targeted to reach 

210 million tons in the plan period compared with some 180 million 

tons during the Ninth Plan. The leadership has also given considerable 
emphasis to increased consumer goods output and has described the 
established targets as "minimal". In fact, in January 1977, some of the 
sub-goals for consumer durables were raised. Nonetheless, what the 
Soviet consumer can reasonabiy expect is "more of the same" - moderate 
but uneven growth in his standard of living with per capita consumption 
growing at about the rate achieved in 1971-75, i.e., about 3.2 percent. 


Underlying the Tenth Plan targets is a reliance on increased factor 
productivity and industrial efficiency to offset the effects of a 
slower growth in capital investment. Labor productivity in industry 
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is to increase by approximately 31 percent and it is supposed to 
provide 85-90 percent of the total projected growth in national 
income by 1980. Steps are to be taken to further economize on use 
of fuels, specialty steel, and rolled metals, areas where Soviet 
leaders have said that requirements are growing faster than inputs. 
Simultaneously, Soviet planners are looking to increased utilization 
of automated systems and the latest equipment and techniques not only 
to raise production efficiency but to reduce labor inputs. Although 
no acute shortage of manpower is indicated until the 1980's, the 
present slower growth of the Soviet labor force evokes concern among 
Soviet decision-makers because in the past additions to labor and 
capital were the principal sources of growth. 


The current Five-Year Plan differs greatly from its predecessors in 
its low rate of growth for capital investment. The projected average 
annual rate of 3.5 percent is only about half that claimed for the 
previous three plans, but the goal is to obtain an average 5.5 percent 
annual increment in gross additions of new fixed capital. The hope 

is to force a better use of investment funds by concentrating on the 
completion of unfinished projects and improvement and expansion of 
existing ones as well as on the raising of capital productivity by 
using newer technology and better management techniques. Past efforts 
to reduce the chronic problem of a backlog of unfinished construction 
were not successful and in 1971-75 the backlog increased relatively 
more than investment did. 1976 also got off to a rather poor start 

as investment rose 4 percent but fixed assets introduced went up by only 
2 percent. The inability to hold down new starts and complete old 
projects continues and appears linked to the system of planning and 
management whose success indicators, among other things, place high 
value on basic construction but not on finishing work. 


A confluence of factors will be putting increased importance on manage- 
ment both at the national level and at the plant level; among the 
important ones are - the squeeze on new investment (and concomitant 
emphasis on project completions), the slowing of growth of the labor 
force, declining rates of growth in energy and raw materials output. 
Some tinkering will continue, but no major reform of the Soviet 
economic system appears to be on the horizon. The Plan calls for 
further implementation of administrative reforms aimed at promoting 
efficiency. In industry this involves mainly completing the forma- 
tion of production associations - groups of enterprises that use a 
similar production technology or manufacture similar products. In 
agriculture the emphasis is on concentration and specialization, accel- 
erating the creation of interfarm associations and agro-industrial 
complexes. The 25th Party Congress in March 1976 underlined the need 
for new initiatives in the management and planning of "intersectoral" 
and "territorial" areas - i.e., where economic activity crosses either 
industrial branch or republic lines. General Secretary Brezhnev cited 
three such areas - fuels and power, transportation, and the production 
and processing of agricultural products. 
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Measured against the objectives set for the Tenth Plan, the overall 
1976 economic results can hardly be encouraging to the Soviet leaders. 
Targets for national income and labor productivity fell somewhat short 
of target, and industrial growth (4.8 percent), though exceeding the 
plan target, was apparently the lowest rate of growth since World War 
II. GNP may have grown by an estimated 4 percent (compared with the 
planned 5 percent annual average growth in 1976-80), but that was a 
marked improvement over the estimated 2.3 percent increase in 1975. 
Persistent problems with completion on schedule of industrial projects 
and shortcomings in the transport network, principally the railroads, 
apparently were unresolved. And the consumer sector was especially 
hard hit by the aftereffects of the disastrous 1975 harvest as food 
and light industry output rose by only one percent. On the other 
hand, heavy industry generally performed well and a record grain harvest 
of 224 million metric tons and a good harvest of other crops should 
provide a satisfactory supply of agricultural materials for industry 
in 1977, except for sunflowers and fruits and vegetables. 


Few specific details of the 1977 Plan have been published. Industrial 
growth is to be 5.6 percent compared with the average annual rate of 
6.5 percent projected in the Tenth Plan. Heavy industry is to grow 
by 5.9 percent and light industry by 4.9 percent. National income is 
to increase 4.1 percent and capital investment is to total 121.5 
billion rubles, a 3.6 percent rise over 1976. In agriculture, the 
all-important meat and grain targets are 14.5 and 213 million metric 
tons, respectively. 


Given the slow start of the economy in 1976 and the relatively modest 
1977 goals, the Soviets clearly will have to achieve high rates of 
growth in the remaining years of the Tenth Plan if the 1980 targets 
are to be met. 


The Soviet Union's total two way trade reached approximately 
56.8 billion rubles (US $76.7 billion at the average official 
exchange rate of about $1.35) in 1976, up 12 percent, but 
slightly short of the planned 13.6 percent increase. Soviet 
exports amounted to 28.0 billion rubles ($37.8 billion) in 
1976, a 16.6 percent increase over 1975. Soviet imports, on 
the other hand, reached 28.8 billion rubles ($38.8) last year, 
a modest 7.8 percent increase over 1975. This reduced the 
Soviet trade balance deficit from 2.6 billion rubles ($3.7 
billion) in 1975 to .7 billion rubles ($1.0 billion) last year. 


U.S.-U.S.S.R. trade turnover in 1976, according to preliminary 
U.S. statistics, reached a new record surpassing $2.5 billion. 
United States exports to the Soviet Union were over $2.3 billion, 
an increase of about 25 percent over 1975. Almost $1.5 

billion of this was accounted for by agricultural exports, 
primarily grain. Soviet exports to the United States, on the 
other hand, reached only $221 million during this time, a 13 
percent decrease from 1975. 





Trade statistics for 1976 confirm that the Soviet Union 
considerably improved its trade balance with Western Europe 

in 1976 partly because the rebound from the low level of 
economic activity in 1975 led to a strong increase in Soviet 
exports to the area and partly because of an apparent Soviet 
effort -- abetted by a good harvest -- to prevent its imports 
from rising too rapidly. Despite this improved export 
performance, there was an overall hard-currency trade deficit 
of about $5 billion for 1976 as a result of large imports of 
Western agricultural products, mainly from the United States. 
The 1975 hard-currency trade deficit was a record of $6.4 
billion. It has been estimated that the Soviet Union in 1976 
earned perhaps $750 million in invisibles, and the balance 

of its hard-currency trade deficit was covered by Western 
credits and sales of gold. The Soviet Union's net indebtedness 
at the end of 1976 is estimated to be in excess of $14 billion. 
Nonetheless, taken by itself, the Soviet Union continues to be 
regarded as a good credit risk by Western bankers. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


Potential demand for imported industrial products greatly exceeds 
the USSR's hard currency resources. The gap was particularly 

wide in 1976, when large grain imports ate into a foreign exchange 
supply already reduced by the Western economic recession, which 
had lowered demand for Soviet exports. Prospects for imports of 
equipment and technology are now brighter, however, because a 
record Soviet grain harvest in 1976 and increased economic 
activity in the West will, by reducing Soviet agricultural imports 
and encouraging Soviet exports, increase the pool of hard currency 
available for purchase of industrial products. 


Because of foreign exchange stringencies, the USSR tends to 
restrict its industrial imports from hard currency suppliers to 
producer goods which have no close Soviet-produced equivalent. 
In priority areas, however, Soviet planners are willing to spend 
foreign exchange for a significant difference in quality. These 
priority sectors include natural resource extraction, the 
metallurgical and chemical industries, heavy machine building, 
agricultural equipment and production technology, and high- 
technology areas such as electronics and data processing. Projects 
in these areas are now granted the bulk of available foreign 
exchange. 


At the present time the US Export-Import Bank is prohibited from 
supporting American export sales to the USSR with loans or guarantees. 
The Soviets will probably continue to insist on credits for 
compensation projects (see below) and many other large sales, but 

US firms should be able to conclude most smaller deals either on a 
cash basis or on short and medium credit terms through commercial 
banks. American banks have usually shown an interest in partici- 
pation where financing is necessary, but Soviet officials claim 

that US firms have lost a considerable volume of orders to foreign 
competitors because the more favorable Ex-Im financing was not avail- 
able. 
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US imports from the USSR do not benefit from the lower "most favored 
nation" (MFN) customs duties applied to shipments from most other 
countries. The US-USSR Trade Agreement of 1972 provided for exten- 
sion of MFN treatment to Soviet products, but this agreement has 

never entered into force. Although US exports to the USSR do not face 
formal tariff barriers of this kind, it seems probable that non- 
tariff barriers exist. For example, the Soviets have said they are 
restricting their purchases from American sources where competitors 
offer similar goods at comparable prices, due to the credit and tariff 
problems with the US. 


The above considerations still leave considerable scope for US export 
sales, especially where American manufacturers offer products which 
have no close Soviet equivalents and which enjoy significant advantages 
in price and quality over Western competition. As a rule of thumb, 

if an American firm manufactures products for Soviet priority sectors 
and is successfully meeting Japanese and Western European competition 
in other world markets, the firm has favorable prospects for sales to 
the USSR. 


The longer term outlook is also favorable as the Soviet leadership 
has announced its intention to move the USSR more fully into the 
world economy. Equity investment is still excluded for ideological 
reasons, but Soviet officials are looking for ways to put their 
industrial organizations into continuing contact with Western companies. 


One prominent possibility is the development of so-called compensation 
projects, where Western firms sell complete industrial plants to the 
USSR on credit terms and receive payment in product after the plants 
go on stream. Several US firms are now exploring possibilities for 
compensation projects, which appeal to the Soviets because their 
foreign exchange costs are self-financing. The biggest potential pro- 
blem appears to be quality control of the end product, but here Soviet 
officials seem willing to consider some quasi-supervisory role for the 
Western company to assure product quality. Compensation agreements 

in high technology areas seem less likely as profitable ventures for 
Western firms due to relatively long period before implementation; 

by the time the new Soviet plants come on stream some 5-6 years after 
consummation of the agreement, the product could be outmoded and thus 
difficult to market in the West. The Ministry of Foreign Trade has a 
Main Administration for Compensation Projects to coordinate its 
activities in this field, while the State Committee for Science and 
Technology recently established a Main Administration for Scientific- 
Industrial Cooperation, which will attempt to match up projects with 
interested Western firms. 


Soviet leaders also look to the development of scientific-technical 
cooperation with Western companies. There appears to be some official 
dissatisfaction with the slow pace of work under most of the 55 
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scientific-technical agreements already signed between American firms 
and the State Committee for Science and Technology. The State Committee 
still hopes these and other agreements with Western firms will lead to 
more concrete results. Recognizing that the USSR has had difficulty 
converting scientific discoveries into viable industrial processes, 

they may be interested in turning over promising discoveries to Western 
companies for exploitation in exchange for the products or industrial 
processes developed. 


Virtually all Soviet purchases of American products are made by foreign 
trading organizations subordinate to the Ministry of Foreign Trade at 
the request of industrial ministries which use the imported products. 
Concerned about the inefficiencies in this cumbersome system, Soviet 
officials are now considering possible organizational changes, which 
will probably increase the role of the industrial ministries in foreign 
trade. This means that American businessmen should put renewed emphasis 
: contacts with potential end-user ministries in developing future 
usiness. 


The US Commercial Office in Moscow stands ready to advise and assist 

US businessmen in developing trade with the USSR. The Commercial Office 
is equipped to provide complete office facilities for visiting business- 
men. Under its trade promotion program, the following seminar/exhibits 
will be held in calendar years 1977 and 1978: 


1977 


Poultry Production Equipment February 
Water Pollution Control Equipment March 
Containerization May 
Herbicides and Pesticides May 
Advanced Construction Equipment September 
Garment Manufacturing Equipment October 
Alumina Production and Technology November 
Printing and Graphic Arts Equipment December 


1978 


Logging Equipment January 
Surgical and Medical Equipment February 
Air Pollution Control Equipment March 
Machine Tools Solo Exhibit April 
Geological and Mineral Prospecting 

Equipment May 
Food Processing Solo Exhibit June 
Arctic 011 and Gas Exploration/ 

Production Equipment September 


Last quarter 1978 - themes to be determined. 


Interested firms may contact the Trade Promotion Division, Bureau of 
East-West Trade, U. S. Department of Commerce, Washington, D. C., 

20230, or the U. S. Commercial Office, U. S. Department of State-Moscow, 
Washington, D. C. 20520. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. 


Annual subscription, $37.50. Foreign mailing, $9.40 
Department of Commerce, Washington, D.C. 20230. 





LOOKING FOR A GOOD 


market 
researcn 
tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce's Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 








TRAVEL with Overseas Business Reports 
(OBRs)—75 a year— to get detailed information on 
overseas trade and investment conditions and 
opportunities. 


SEE the OBR Marketing In series for information 
about a selected foreign country’s 
distribution channels 
transportation facilities 
trade regulations 
| prospects for selected U.S. products 
SEE the OBR Market Profile series for an economic 
digest of countries in a particular marketing region. 
TAKE A Foreign trade 
| OUR @)= Foreign investment 
Finances 
Natural resources 
Population 
inne SEE the OBR World Trade Outlook series for a twice- 
a-year analysis of U.S. export prospects to al/ major 
Appraisal of China’s Foreign Trade Policy 
Basic Data on the Economy of the Soviet Union 
A Business Guide to European Common Market 
A Guide to End Users and Research Organizations 
in Hungary 
© Quarterly statistics reports on U.S. foreign trade 
the coupon below. 
(Single copies are available for 50¢ each from the Publication Sales 
Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 


, trade patterns 
ind 
~~ industry trends 
Take a look at the country’s 
* 
+ 
e 
OMS NNO: Som 
e Basic economic facilities 
ee 
e 
trading countries. 
VIEW other special reports such as: 
START your tour now for only $36.50 a year by mailing 
20230.) 


NAME—FIRST, LAST 


eT 4 tom a+ 4 


—s ———— ] MAIL ORDER FORM TO: 
STREET ADDRESS | Superintendent of Documents 
‘1 Government Printing Office 


Le :. | Washington, D.C. 20402 
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